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Overturn Sales Tax on Commodities*
By B. S. Orcutt
There is a great deal of underbrush to be cleared away before
the outlines of a sound and sane overturn sales tax can be clearly
discerned. The advocates of a sales tax do not, unfortunately,
all talk the same language, and the opponents of any uniform
overturn tax joyfully jumble all the divergent views advanced
into a straw-man of their own conception and then proceed to try
to set it on fire. But it won’t burn. Part of it is non-inflammable.
This non-inflammable material in the straw-man is the suggestion
for a tax at each step in the sale of commodities by any one to
any one.
By commodities I mean just what the dictionary says—“goods,
wares, merchandise, produce of land and manufactures.”
By a tax at each step in the sale of commodities, I do not mean
a tax on the gross receipts of everybody engaged in any activity.
I mean a tax so levied that the vendor of commodities shall be
come the collector of a tax measured by the price agreed upon
with the purchaser and compulsorily passed on to the purchaser
by means of a special charge, as a tax, specifically billed as such,
on the invoice rendered to the purchaser.
To approach the situation in the middle, I mean that if John
Smith is a manufacturer of overalls, he must buy his cloth, his
thread, his buttons, his buckles, his drill, from various people who
manufacture these things. He buys 1,000 yards of denim from
John Doe at 30 cents a yard. The bill is $300, plus, at 1 per cent.,
$3 tax collected from Smith by Doe and turned over to the gov
ernment by Doe. He buys 10 gross of buttons from John Jones
for $8. The bill is $8 plus $.08 tax. He buys from John White
a gross of buckles for $2. The bill is $2 plus $.02 tax. He buys
from John Green x spools of pocket drill for $15. The bill is
$15 plus $.15 tax. He buys from John Brown x spools of thread
for $7. The bill is $7 plus $.07 tax.

Tax is Levied on Purchases
The total cost of material for a gross of overalls is then
$335.32, of which $332 is the invoiced cost of material and $3.32
is the invoiced tax collected by the vendors of cloth, thread, but
tons, buckles and drill, and turned over to the government.
*An address delivered at a meeting of the New York State Society of Certified
Public Accountants, April 11, 1921.
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John Smith goes about his business of manufacture in the
confidence that he bought this material at the best possible price
and that every competitor has paid the same tax rate on material.
Smith sells his gross of overalls for $864, or $6 each. He bills
the overalls to the retailer at $864 plus $8.64, or a total of $872.64,
of which Smith acts as government collector of $8.64.
The tax on Smith has been $3.32, if there was any tax at all.
It has been a consumption tax pure and simple, measured by the
amount of his purchases, not of his sales. Every competitor has
been obliged to pay approximately the same tax, varied slightly
by his skill or luck in buying. The tax has gone into the cost of
goods, as has labor, freight and overhead. Smith and his competi
tors have each been obliged to make their sales prices irrespective
of their obligations to collect a tax, and what they do collect goes
to the government and is not a percentage paid by them on their
gross receipts.
Before the materials got to Smith a similar tax was paid on
previous processes and was all included in the $3.32 that Smith
paid. When the manufactured product leaves Smith, the retailer
pays the tax of $8.64, or $.06 on each garment. When the re
tailer sells to the poor, downtrodden laboring man at $8 a garment,
the tax becomes $.08. It doesn’t interest me particularly whether
the retailer collects the $.08 tax from the eventual consumer or
absorbs it himself. My object is to make it a consumption tax
all the way down the line to the retailer, and to consider it as
nothing in the world except a consumption tax.
The words “consumption tax” sound fearsome to the poli
tician, who still talks glibly about the tariff. The tariff tax is a
consumption tax pure and simple when applied to articles not
produced in this country. It is, like the excess-profits tax, a con
sumption tax plus, when applied to articles that are produced in
this country. All the present miscellaneous sales taxes are con
sumption taxes.
There “ain’t no sech animal” as a tax that nobody pays. A
proper consumption tax is a tax that is passed on to the final
consumer exactly as it is levied, not augmented many times like
the excess-profits tax, and not absorbed by business like the imag
inary tax that sends shivers down the spines of unduly alarmed
middlemen.
Now all this is different from a retail sales tax like the present
tax on jewelry or luxuries or ice cream. It is different from a
350
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tax on gross receipts that may be absorbed or pyramided at the
option of the dealer. It is different from a tax on services or on
the transfer of capital assets. It does not conflict with the long
established special excise taxes on tobacco and spirits, with the
stamp taxes on documents or with the income tax.

Relation to Other Taxes
A tax on overturn sales of commodities cannot be a direct
substitute for the excess-profits tax. The two taxes are not com
parable except in the one feature of being an ultimate cost to the
consumer, for, of course, without profits derived from the con
sumer, there is no excess-profits tax. Abolition of the excess
profits tax involves readjustment of surtaxes and of corporate
normal tax to bring about equality between stockholders and non
stockholders. This is a problem by itself that would be as much
a problem were there no tax other than the income tax.
Conversely, the clash between special consumption taxes and
a general consumption tax would still exist were there no income
tax and were all revenues derived from consumption taxes.
As a matter of fact, practical considerations make necessary
not only an income tax and a consumption tax, but also certain
privilege taxes, which again are in a class by themselves. The
problem with respect to classes of taxation is to make them bal
ance properly.
There are now special consumption taxes on some 100 differ
ent articles, laid at different rates and collected by various methods.
The resulting confusion is endless, the leakage is unknown, and
in many cases the revenue derived is negligible and the cost of
collection excessive. Some of these taxes are levied on the
producer and some on the consumer.
In neither class is there any rhyme, reason, coordination or
guiding principle in the selection of the articles taxed or in the
rate exacted. Admittedly, the entire scheme was an emergency
recourse and is illogical, unfair, absurd and administratively
chaotic as a permanent basis of taxation.
In practice, the dispenser of an ice-cream soda sets a price of
say fifteen cents for the article and then collects the tax of two
cents from the consumer. All consumers pay that two cents. It
does not enter into the overhead or the expense of conducting the
business. It is a tax that “runs with the goods.” The element
of competition between dispensers is eliminated so far as the tax
351
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is concerned. One dealer may use a larger glass than his com
petitor, or he may use a more expensive syrup, or he may charge
13 cents instead of 15 cents for his concoction, but the tax remains
constant at the rate established by law. It is paid without rela
tion to his income. The competition between himself and his
neighbor remains just as it would be were there no tax.
What can be done with one article on one sale can be done
with many articles on many sales. What can be done with an
excise tax on ice-cream soda sold to me, or with a tariff tax on
coffee, can be done with any article sold by anybody to anybody,
and it can be done much more simply and efficiently and justly.
Assume that all these irrationally unrelated, irregular, pestif
erous, specially-selected excise taxes were wiped out and a gen
eral tax of, say, 1 per cent. were levied on all overturns from the
producer to the consumer, with the special and distinct proviso
that the tax is in addition to the sale price and is to be so invoiced
on the bill. How can such a general tax have any influence on
competition or be inflated to consumers or work any injustice as
between one producer and another or as between one consumer
and another?
With compulsory invoicing of the tax, all the labored argu
ments as to percentage charge against net income fall to the
ground and the carefully worked-out tables to prove an imaginary
point become a joke.

Simplicity of Administration
Nobody has the effrontery at any place or any time to say that
there should be no sales taxes. The opponents of a general com
modities overturn tax not only admit the necessity of a sales tax
in some form, but they urge additions to the present long list of
special sales taxes. In the same breath they gasp with horror at
the idea of a consumption tax; they nearly strangle over the
thought that the consumption tax is not a consumption tax at all
but a tax on capital; they see endless confusion in determining
gross receipts, and extreme simplicity in determining net income,
although net income can be derived only from gross receipts.
The very first line on the working schedule of every incometax blank—corporate, partnership, individual, fiduciary—calls
for a statement of gross sales. The entire return from any
mercantile or manufacturing operation is built up on that line.
If the result set forth in that line is wrong, the whole complicated
352
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structure that follows must be wrong. All that is necessary for
the collection of an overturn sales tax is that one line.
There is no suggestion anywhere to abolish the income tax.
The income tax cannot be collected without that one line on the
return. How a dealer can so confuse his books as to make that
line false for the overturn tax and fool-proof for the income tax
is entirely beyond my imagination.
Useless Personal Bickerings
It is unfortunate that advocates of a sales tax have allowed
themselves at times to display peevishness. Because Professor
Adams and Professor Seligman and Professor Montgomery op
pose a sales tax, some of the sales-tax proponents allege that the
committees of congress and the treasury department are under the
hypnotism of Dr. Adams, a doctrinaire; that every audience is
swayed by the eloquence of Professor Seligman, a theorist; or
that all accountants are opposed to simplification of the law in
order that Colonel Montgomery may be “soaked” for an outrageous
income tax. My observation and experience has been that ac
countants have unselfishly and consistently worked for simpli
fication.
This does not blind me—a theorist only myself—to the equal
injustice of Colonel Montgomery’s charge that advocates of an
overturn tax are those “whose knowledge of taxation is limited and
who are concerned solely in selfish attempt to pass their burden
on to others less able to pay.” It does not justify Congressman
Frear’s accusations that because Otto H. Kahn “wabbled and
wavered” over the subject of an overturn tax, his final decision
in its favor was influenced by selfish motives.
All these pin-prickings are unworthy in a discussion of a big,
elemental, vital question that concerns the welfare of every resi
dent of the United States, and therefore of the United States
itself. Why not get down to brass tacks?

Sales Taxes as They Are
To get back, therefore, to the same brass tacks: if a druggist
can compete with a fellow druggist in the sale of Pluto water at
40 cents a bottle while compelling me to pay for a two-cent stamp
as a tax, there is no reason why every dealer in every article of
commerce cannot be made to collect a tax on his sales in the same
manner. The main difference is that where goods are sold in
bulk, as must be the case down to the retailer, the sales sheets
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must show the transactions entire, and the invoice should be
made to show the transactions with respect to each purchaser.
There is nothing to force the druggist to sell the stamp to me. If
he was not afraid I would peach, he might let me have the Pluto
water for 40 cents and forget the 2-cent stamp. In the general
process of distribution in bulk this forgetfulness could not be.
Dr. Adams, while admitting the difficulty of administration
of special taxes on medicinal articles, fountain drinks and “lux
uries,” and even urging their repeal, still insists on the superiority
of special taxes on selected articles of general consumption in
preference to a general tax on all articles of consumption. Much
as I respect Dr. Adams, I must differ from him. It is one of the
annoying weaknesses of the present hodge-podge of sales taxes
that no force of treasury employees can ever check up the tax
properly. The constantly reiterated assertion of Dr. Adams that
a simple, omnibus overturn tax would impose added confusion on
top of a present confusion which it is intended to abolish is one
of those things no fellow can understand.
Another of Dr. Adams’s obsessions is that an overturn tax
would favor large multiple-process concns as opposed to a
series of single-process concerns. As against Dr. Adams’s theory
I would give far greater weight to the testimony of practical busi
ness men. Charles E. Lord, one of the largest cotton manufac
turers in the United States, ought to know something about his
own business.
The Phantasma of Monopoly
Mr. Lord finds that in the case of single-process textile con
cerns whose completed product reaches the consumer at, say,
$4.50, the combined tax from that on the raw cotton handled
twice (by grower and factor), on the spinning, the dyeing, the
weaving, the jobbing and the retailing is 12 2-5 cents, or less than
3 per cent. of the consumer’s price. In the case of the single
process concern the saving in tax would be about one cent, or
less than 1-3 of 1 per cent. on the final price.
In the case of the wood pulp industry the total competitive
difference between a large organization owning its mines and
forests, making its own chemicals and carrying on every process
up to the finished paper, and single-process concerns buying wood
pulp and manufacturing paper is only about ⅞ of 1 per cent.
Similar figures are reached in other lines of business which have
been examined.
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Practical considerations like these ought to lay the ghost of
monopoly fostered by encouragement of combinations through
an overturn tax.
Another bugaboo is the newsboy, the corner fruit man, the
small farmer. How, it is asked, are you going to keep tabs on
them? It is not necessary. It is proposed to differentiate this
overturn tax, which is intended to be practical, from impractical
taxes like some of those now on the statute books. That can be
done by relieving from responsibility, as collectors of the tax,
vendors who do not sell more than $500 worth of goods in a
month or $6,000 in a year. If the poor newsboy or small trades
man has an overturn of $500 or more in a month, it is high time
that some method be found to force him to keep track of his busi
ness by keeping at least a cashbook. It is safe to say that the
resultant benefit to him would be far greater than the cost to him
of the tax. As for the poor farmer who sells less than $6,000 of
produce in a year, it is difficult to feel deep sympathy for the
hardship of the tax on him. He not only should, but I venture
freely to say that he would, get the same price for his wheat as
his neighbor who sold $10,000 worth. The only difference is that
he would not have to turn in to the government the 1 per cent.
collected from the elevator company.

The Real Question Involved
Another screen of underbrush has been cultivated by advocates
of a sales tax who talk about it as a substitute for the excess
profits tax. It is nothing of the kind. It cannot be, in the very
nature of things. In so far as an overturn tax, by an equitable
and systematic distribution of the consumption-tax burden, could
without injustice produce more net revenue than is produced by
the present chaotic sales taxes which it is designed to replace, it
would relieve the income-tax situation.
The excess-profits tax is really nothing more nor less than a
surtax on corporations, balancing roughly the surtax on individ
uals. Both the excess-profits tax and the individual surtaxes are
higher than their productivity point. General consensus now ap
pears to be that 32 per cent. or 33 per cent. is about the maximum
productivity point of individual surtaxes. The problem with
respect to corporation taxes is to find the corresponding point and
method. It is an entirely different story. It has nothing to do
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with an overturn sales tax, except as rates of income tax may be
adjusted to the productivity of the sales tax.
The real question with respect to the overturn tax is whether
or not it would be more simple, more just, more easily admin
istered, more productive than the present chaotic sales taxes—
with prospect of additional chaos and added injustice following
an addition to the list of arbitrary levies. To that I can see only
one answer—Yes.
It would provide a base for a large portion of the government
revenue more tangible than profits and income; not a base neces
sarily larger than the present base of special-sales taxes, aug
mented by still more special taxes, but a base firmly determined
in equity to all.
It would rest fairly as between citizens. The one who spends
the most would pay the most in this particular tax.
It would not be a sp
ecial tax on the man who must buy medi
cine for his children or on the stenographer who buys an ice
cream soda for her luncheon.
It would encourage thrift instead of waste.
It could not increase the price of commodities beyond the
amount of the tax itself.
It would be simple in collection and in auditing for both gov
ernment and taxpayer—or more properly, in the latter case, the
drafted tax collector.
It would bring the collection of a substantial part of the
revenue up to date.
It would be sure in its incidence, simple in its application,
economical in its collection, and would have all the attributes of
just taxation.
When this base has been supplied, you can adjust your indi
vidual and corporate income-tax rates to fit the situation and
maintain the proper balance.
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